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Ofgem Locational Pricing Assessment

Introduction

Ofgem is undertaking an assessment of the potential benefits, costs 

and implementation requirements associated with transitioning to a 

zonal or nodal wholesale market design. 

Working with FTI consulting, they have developed a work programme 

to assess if introducing locational granularity into the wholesale 

electricity market will better enable a fully flexible, low carbon, low 

cost system with the aim of finalising the assessment by October 

2022.

The proposed modelling approach and assumption were presented to 

stakeholders on 26th May 2022. Following this a call for input was 

published asking 3 questions:

1. The key opportunities associated with introducing more granular 

locational pricing in GB; 

2. The key implementation challenges, risks and mitigations; and 

3. The proposed approach to modelling zonal and nodal market 

designs

SSE have commissioned LCP and Frontier to prepare a 

response to these 3 questions, primarily focusing on question 3 

and highlighting some of the key implementation challenges. 

Using the presentation given to stakeholders and accompanying note, 

the proposed approach and assumptions have been assessed and 

recommendations for improvement given.

https://www.ofgem.gov.uk/publications/locational-pricing-assessment


Key implementation 
challenges



Careful consideration is needed to assess implications of LMP for 
liquidity

Liquidity

• Markets with LMP can be liquid, such as PJM in North-Eastern US. But this is not 

universally true – levels of forward liquidity vary significantly across different US LMP 

markets.  Therefore the PJM experience may not directly, or quickly, translate into the GB 

context.

• There are a number of key implementation questions:

• To support liquidity under LMP, trading will typically occur at ‘hubs’ – raising a 

question as to how these will develop i.e. will they develop naturally and if so over 

what timeframes, or created by regulation? 

• Where prices are not close to or correlated with hub prices, forward liquidity will 

need to be supported through the allocation of Financial Transmission Rights 

(FTRs). However, FTR markets are very complex to develop, and there is a key 

question as to whether they can deliver the necessary liquidity in products that 

match generator locational risk profiles (e.g. term, shape), particularly over 

investment timescales. 

• In addition, any assessment of liquidity should consider the impacts relative to a 

counterfactual i.e. there may be good reasons to believe that, all else equal, liquidity is 

reduced in LMP markets.

In the past, Ofgem has considered market liquidity a key issue, and therefore it will be important to ensure that 

implementing LMP does not materially affect liquidity going forward

Given the outcome with respect to liquidity it will be important to test the impact of low and high liquidity scenarios within 

the modelling framework, clearly describing how the modelling takes this into account

Key implementation challenges



There may be transitional and enduring cost of capital impacts to consider 
with important implications for achieving Net Zero

Transitional 
effects

• Significant and extended market reform creates transitional uncertainty. Even if LMP were judged to 

be successful in its own right, it is only one part of the market design to achieve Net Zero and energy 

security.

• Support mechanisms (e.g. CfDs) will need to be adjusted to reflect LMP, and therefore during the 

transitional period investment will either be:

• delayed, which is not compatible with achieving Net Zero and energy security; or 

• more expensive, as an inefficient risk premium is added due to the uncertainty over the 

reference price.

Enduring 
effects 

“Steady-
state”

• Over the life of an investment, investors under LMP may be exposed to increased 

revenue volatility increasing the cost of capital, and therefore, it will be important to 

consider in both the counterfactual and LMP factual, factors which could affect the cost 

of capital such as:

• “transmission cost” volatility (i.e. volatility of TNUoS versus volatility in locational 

prices spreads under LMP); and

• “volume risk” i.e. under LMP wind farms would not be compensated for system 

curtailment (in contrast to the present day), and therefore will face significant 

new risks related to the volume of curtailment over life of investment. In turn, risk 

is related to the build-out of T network which generators are not well-placed to 

manage.  

• If LMP design exposes investors to additional new risks which they are not well-placed 

to manage, this contradicts principles on which CfDs were based i.e. to remove such 

risks and reduce cost of capital to the benefit of customers.  If however, investors are 

protected from this risk in line with EMR, then this undermines potential rationale of LMP

There is 

also an 

important 

design 

question 

whether 

CfDs should 

be exposed 

to nodal 

price 

volatility to 

preserve 

locational 

signal they 

face, which 

will have 

implications 

for the cost 

of capital 

assumed 

It will be important to consider the impacts on the cost of investment relative to the counterfactual - given volume of investment 

expected, even small increments on the cost of capital could significantly increase costs of the transition to Net Zero. 

Key implementation challenges



Key implementation challenges

Political 
acceptability

• LMP implies that both generation and demand face nodal prices, meaning end-

consumers may face different prices depending on their precise location

• The political sensitivity of locally varying prices may mean that either:

• following a period of transitional uncertainty LMP is ultimately not implemented; or

• If LMP is implemented it will be with consumers facing national or zonal average 

prices, rather than nodal.

• In other markets, this averaging has been at the transmission level, suggesting locally 

varying prices at the distribution level would be even less palatable (even if they were 

practically deliverable).

• As a result, nodal signals will be diluted and not sufficiently granular to steer all locational 

decisions that will be important for Net Zero. 

• Given the need to support lots of smaller investments to achieve net zero (e.g. 

local storage, rooftop solar, EV chargepoints) getting these in the right place is 

really important.  

• But without locationally varying signals down to this level of granularity for both 

generation and demand, LMP will be less effective, and other solutions will still be 

needed.

• It will be important to assess the benefits of LMP design without demand-side nodal 

signals, and consider the benefits that could be achieved with less significant 

interventions such a exposing more customers to the wholesale price and through an 

improved demand TNUoS signal, which is currently being considered by the TNUoS Task 

Force.  

Important to consider the impact political acceptability of locally varying 
prices may have on LMP design and any benefits



Assessment of modelling 
approach
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Project Overview and Scope

The proposed assessment is limited in scope and risks not fully 
addressing project objectives

The central question of the assessment is too limited in scope to provide a full assessment of whether nodal or zonal pricing should be 

introduced.

Nodal or zonal pricing are not the only way that the issues National Grid ESO have identified could be solved. For example, more efficient 

locational signals through the current TNUoS regime could reduce constraint costs and provide better incentives for flexibility to locate where it is 

needed, and improved network investment in line with generation investment could also reduce constraint costs. 

To be able to fully assess the benefits of introducing locational granularity, alternative changes to market arrangements in addition to nodal 

and zonal pricing should be tested in order to provide a comparison of all options. Given work is already ongoing to identify improvements to 

the TNUoS regime, as a minimum the national pricing counterfactual should assume more efficient TNUoS signals can be assumed.

The central question should also ask if changing market arrangements better enables a fully flexible, low carbon, low cost system. The 

current wording suggests that the assessment will only cover whether it is possible to achieve this through introducing locational granularity, even 

if that means higher total system cost while delivering customer benefit via redistribution. This sets the bar too low for the assessment.
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Approach to Assessment (1)

The assessment should be conducted on a system cost basis

More efficient dispatch will depend on the assumed 

efficiency in the counterfactual. Low cost changes 

could be made to improve ESO redispatch 

efficiency with minimal impact on wider market. 

This should be tested as part of the assessment

While the key short run impacts have been identified, surpluses from 

congestions rents and losses are not a system cost, and would be a 

transfer between producers and network owners (and ultimately 

consumers) meaning they should not be included within overall system 

costs but within distributional impacts. 

In addition, congestion rents for TOs would be offset by lost 

locational TNUoS revenue which should be included in the 

assessment. And ultimately the consumer should be unaffected (if 

network build is unchanged) due to the presence of the residual, which 

collects allowed revenues not recovered by congestion rents in LMP or 

locational TNUoS.

From the information provided, it is unclear if the assessment will 

be made on a system or consumer cost basis (as was done in 

FTI’s work for Octopus/ESC). Some quantitative elements would 

only affect consumers and others are a system level impact. 

The assessment should be conducted on a system cost basis, 

supported by analysis of distributional impacts, in line with 

government appraisal guidance outlined in the Green Book.

For example, the assessment should not be including both 

wholesale price changes (consumer cost impact) and more efficient 

dispatch (system cost impact).
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Approach to Assessment (2)

How the long-run impacts are modelled and quantified should 
be transparent

Further explanation is needed on how nodal pricing provides a 

‘greater signal’ strength for more efficient locations for generation, 

storage and demand compared to locational TNUoS (both in its current 

form and with reforms).

The size of the signal is not in itself important; the key is improved 

accuracy (relative to an improved TNUoS) and more investable signals 

that parties can respond to. This should be tested against a range of 

possible futures.

It is unclear how the ‘greater price signals’ long run 

impact will be quantified within a system cost 

assessment. 

Capex and opex of these technologies would not 

necessarily change as a result of changing location so 

impacts would only flow through in terms of short run 

impacts defined above.  

How generation, storage and demand relocate to more efficient 

locations as a result of greater price signals will be heavily driven by 

the model assumptions and modelling methodology, therefore 

transparency on these is key. 

The scenarios and the assumptions need to be transparent and 

provided in more detail than they currently are for stakeholders to 

see how the economics of the technologies might change subject to 

various locational constraints and changes to locational granularity. 
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Approach to Assessment (3)

More detail is needed on potential cost impacts and impacts on 
network investment

A clearer and more detailed explanation is required on why moving to 

nodal pricing would improve network development and investment. 

The CBA process used in NOA would still be the driver of network 

investment decisions with forecasts of nodal prices replacing forecasts of 

constraint costs. This process still needs to anticipate future value over the 

life of a network asset and network congestion needs to be anticipated well 

in advance. Responses to price signals from generation, demand and 

network investment is slow and lumpy, so will not be perfect, or 

instantaneous. Therefore it is not viable to wait until a nodal pricing 

congestion arbitrage emerges, then build the network in response.

The impact of nodal pricing could potentially be to reduce long-run network 

investment due to changing locations of generation so at the margin NOA 

decisions may be different, but the decisions themselves should be of 

similar quality. So it is unclear why nodal pricing would improve 

network development/investment signals. 

It is highlighted that system implementation costs, 

market participant costs and changes to financing costs 

will be quantified but it is unclear from subsequent slides 

how these will be factored into the modelling and what 

the assumptions will be. 

These costs are vital to be able to fully assess impacts 

of locational granularity and have been absent from 

other studies so stakeholders will require further detail 

on these.
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Zonal and Nodal Market Design

Chosen options for zonal and nodal wholesale market designs are 
appropriate but wider range should be tested

Of the options outlined for nodal and zonal pricing, using “Main constraint zones” and “Transmission substations” are appropriate to 

model given they best reflect current constraints and generation locations. However a wider range of granularity should be tested. 

The step change from 7 to 750 locations is very large so there is a risk that invalid conclusions on granularity could be made from only 2 

tests. For example, if 750 shows benefits over 7, concluding that “more granular is better”, when in fact something in the middle, like a more 

granular version of zonal, would show the highest benefits. In addition, in the 7-zone model should be updated through time if constraints 

on the system move materially which would address the key drawback of this option.

The pros and cons listed here are a limited subset and the full assessment should look at these in more detail. For example, the specific 

nodal locations of new generation capacity and the reinforcements of the network at nodal granularity relies on FES assumptions (in the 

counterfactual) that are likely to be largely spurious when looking many years into the future. 
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Power plant location approach

Plant locations must replicate the real life investment decisions and 
should be optimised for current market conditions in the counterfactual

Capacities and their locations in FES are not optimised against 

current market signals (including locational TNUoS, TLMs and 

constraint payments). This will likely mean generation is inefficiently 

located  in the national pricing counterfactual. 

Therefore optimising the locations of generation capacity under 

zonal and nodal market designs, but not in the counterfactual is likely 

to bias results and overestimate benefits of locational pricing. It is 

recommended that the locations of plants in the national pricing model 

are also optimised against market signals. If not then then during the 

interpretation phase of the project, it needs to be explicit that this 

limitation is recognised and Ofgem should highlight what steps they will 

take to account for this limitation

It is unclear how constraints on capacities in each zone 

will be set, if modelling of the locational signal captures 

cannibalisation of the locational price signal and if other 

tech assumptions that vary by location (e.g.: load factor 

and seabed leasing costs) are taken into account. 

Transparency is needed on all assumptions that 

affect that a plant’s location.

How a power plant locates must replicate the real life decision as closely as possible. Plants will 

locate based on planning constraints and how much profit they forecast to achieve in each location. This 

means that the optimisation of a plant’s location must take into account the limitations in investment 

decision making and not assume perfect foresight. Assuming that market outcomes are precisely aligned 

with those projected in decision making likely to overestimate the benefits of nodal pricing.

How those decisions are made within the model and how conclusions are made from the model results 

given this uncertainty needs to be transparent.
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Scenarios

Proposed scenarios do not reflect latest government ambitions and are 
limited in range of outcomes

FES 2021 scenarios are now out of date and do not 

align with latest government strategy on capacity 

or network investment. Although FES 2022 will not be 

published in advance of the modelling, modifications to 

FES scenarios should be made to align with the Energy 

Security Strategy and to ensure that the System 

Transformation scenario is CB6 compliant.

FES 2021 scenarios are very different from 

published BEIS and CCC scenarios, particularly on 

demand levels. At least 1 scenario should better 

align to BEIS scenarios, if the aim of the study is for 

Ofgem to influence BEIS thinking.

While it makes sense to test net zero scenarios with a 

wide range of system constraint costs, the FES 

scenarios only cover a limited range of outcomes. 

A wider range of scenarios need to be tested to 

fully assess the impacts of locational granularity 

with scenarios developed based on identification of key 

drivers that could influence costs, benefits and system 

objectives. 

This should include but not be limited to varying 

assumptions on gas prices, carbon prices, capacity mix, 

technology costs, network build out, network costs and 

demand. These should be tested as full scenarios 

rather than sensitivities only.



Assessment of key 
assumptions
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Transmission Network Capacity

Transmission network capacity should vary between national and 
locational pricing models and network build out scenarios should be 
tested  

An often cited benefit of nodal pricing is savings from 

reduced transmission network build out due to more 

efficient locating of plants. However, it does not appear that 

this is being tested in the assessment. To capture this 

potential benefit, transmission network capacity should 

be varied between the counterfactual and the 

zonal/nodal pricing scenarios.

The impact that varying the transmission network capacity 

between scenarios has on reaching carbon targets should 

be considered as well as the costs of the network 

investment and how these costs balance against costs of 

generation relocating.

There is significant uncertainty around future transmission 

network capacity. Improvements in planning processes, as 

outlined in the British Energy Security Strategy, could lead 

to faster transmission network deployment than is assumed 

under NOA resulting in lower constraint costs. 

Modelling against a high constraint cost background 

may overestimate the benefits of locational granularity 

in the wholesale market so a faster transmission 

network build out should be tested. Using the ETYS and 

the NOA are the right starting points for transmission 

network capacity but alternative scenarios that vary 

transmission network build out should be run to 

highlight the impact of this key uncertainty on the benefits 

of locational wholesale pricing.

Transmission network capacity is one of the most important assumptions in the 

assessment.

As a result, more transparency on transmission network capacity assumptions 

is needed so stakeholders can understand the implications this assumption has on 

results. For example, it would be useful to know what the assumptions on network 

capacity is between sample years and the approach taken post 2040. 
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Electricity Demand

Some assumptions around demand are unclear and should be made 
more transparent

The assumptions for demand locations and how 

these could change with nodal pricing are not 

clearly defined. How demand is allocated and 

demand patterns vary across zones/nodes could be a 

key driver of results, so more transparency is needed 

around these assumptions.

In the assessment, a breakdown of the benefits 

should be provided so stakeholders can see the 

benefit coming from demand portability separately. 

Relocating industrial demand could increase nodal 

pricing benefits but may not be practical or 

desirable from other viewpoints so separating out 

this benefit would enable a better understanding of 

the assessment.

Industrial electrolyser load factor of 75% is very high given the low carbon 

hydrogen standard that is likely to apply to industrial electrolysers. The power 

sector’s carbon intensity is unlikely to be low enough in 75% of hours across the year 

to allow them to operate. In comparison, FES assumes around 35% load factor for 

electrolysis. 

As electrolysers are one of the main sources of portable demand, this could 

overstate the benefit of locating these units in generation constrained regions.

Details on the assumptions used on EV and HPs and 

the impact that their optimisation has on the modelling 

outcomes need to be transparent, given the 

significant uncertainty around EV and HP levels and 

profiles.
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Generation Capacity Build-out (1)

All factors that influence location should be included within the 
modelling

Does this mean that only dispatchable generation and storage total 

capacity are being changed under nodal and zonal pricing? In reality, 

these changes to the system could affect build levels of other 

technologies too. For example, planning restrictions in England mean 

onshore wind could not relocate from Scotland so other technologies 

such as Solar may build in England instead under a nodal pricing model. 

This could be a useful sensitivity to test. 

Location may be influenced by other factors 

separate from locational signals such as load 

factors and capex costs. For example, wind load 

factors in Scotland are higher than in England and 

seabed leasing costs for offshore wind are higher 

in England than in Scotland. These should be 

factored into the plant’s location decision within the 

modelling.

New capacity is endogenously located based on 

response to the locational signal. Within this 

process, to what extent is perfect foresight of 

nodal prices assumed? 

Does the modelling of the locational signal capture 

the potential cannibalisation of this signal?

These assumptions are likely to have an impact on 

results so transparency is needed here

Will diversity effects of relocation be taken into 

account? Increased diversity of wind locations 

across the country could increase the contribution 

wind as a whole makes to security of supply. But 

this will need to be balanced against lower load 

factors for wind in some locations.
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Generation Capacity Build-out (2)

More detail on the max capacity within zones/nodes for each technology 
is required as this could be a significant driver of overall results

BEIS provide assumptions on GB plants for new unit 

costs across a wide range of technologies in the 

generation costs report. Should these be used rather 

than European data?

The max capacity per technology in zones/nodes 

is a key assumption that could drive overall 

results. There needs to constraints on how much 

capacity can build in each zone/node as this will 

affect where plants can move to help reduce 

constraint costs. Given the importance of this 

assumption, there needs to be transparency on 

how this is defined.

Taking dispatchable generation capacity direct from 

FES could exacerbate constraint costs. LCP analysis, 

using the model National Grid themselves use for Capacity 

Market auctions, shows that FES may underestimate the 

firm capacity required to ensure security of supply. 

Sufficient firm capacity should be included within the 

modelling in order to avoid security of supply issues and 

give a more realistic view of future capacity requirement.

For the demand levels assumed, using the capacities 

from FES for most technologies is appropriate. 

However, alternative capacity mixes should be 

tested to understand their impact; in particular higher 

total capacity mixes in line with the higher demand 

assumed by BEIS. 

FES also has limited levels of long duration storage. 

Increasing this in the counterfactual or in alternative 

scenarios could make a significant difference to 

results so would be a useful scenario to test.
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Dispatch modelling

Variance to approach to remove perfect foresight should be included as a 
deterministic-only view could overstate benefits

Dispatch approach appears to be deterministic 

only. A stochastic approach with variations in 

inputs such as weather, commodity prices and 

outages should be combined with a large number 

of scenarios to capture range of outcomes 

possible.

Capacity buildout decisions appear to rely on perfect foresight. 

Assuming perfect foresight in investment decisions will overestimate the 

effectiveness of locational signals and the ability to reduce constraint costs.  

This could lead to a significant overestimate in the benefits of nodal/zonal pricing. 

Perfect foresight between build decisions and  assumed outturn should not be 

assumed. An approach that recognises the uncertainties (& potential 

asymmetries in outcomes) should be employed. Instead, a range of outcomes 

should be simulated to capture the range in benefits, including potential asymmetry. 

Wind levels should vary across the country to be 

able to capture the effects of diversity. Geospatial 

modelling should be implemented to ensure 

benefits from geographic diversity are

captured.

The key outputs that are required to assess the benefits 

are captured. All results from the modelling should be 

provided to stakeholders to be able to interpret the results.

The approach to flows between zones will capture the 

congestion volumes which are a key output of the analysis

How is scarcity value captured in the modelling? 

The ability of generators to capture scarcity rents 

well above SRMC-based pricing should be 

considered within the assessment (particularly 

given recent high market prices).



21

Contracts for Difference

The approach to CfDs should be carefully considered given the 
importance of this policy

For efficient siting of new generation, this would 

also require changes to the CfD regime as nodal 

pricing would not be a sufficient driver of where a 

plant is located if the plant has a fixed strike price 

under the CfD. This is because the price a CfD plant 

receives will not vary by node/zone. The changes 

to the CfD regime that are required, as well as 

their potential impact on capacity build and cost of 

capital, should be explored within the 

assessment

The approach to CfDs is unclear and given the 

importance of this policy, must be considered 

carefully. FTRs are an imperfect hedge for 

intermittent generators due to volume risk and 

limited time horizon. Additionally, if there is no party 

willing to trade the FTR with the generator then the 

generator will incur a cost for reducing their risk.

The impact of a CfD plant on other plants within the same 

zone/node should be considered. With the CfD plant being 

incentivised to generate all the time, this could effect the dispatch of 

other plants in the same zone and affect their profitability. This could 

be a particular issue if the unsupported plant decided to locate in 

that zone to capture benefits of locational wholesale pricing before 

the CfD plant was built.

It is unclear how the negative pricing rule is 

included and how this would interact with nodal 

pricing. Including the negative pricing rule 

(implemented for AR4+) would likely mean more zero, 

rather than negative, wholesale prices across 

nodes/zones.
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Cost impacts

Including cost impacts of implementing locational granularity is vital 
for a full assessment

It is likely that implementing locational wholesale pricing will increase 

cost of capital due to the increased uncertainty from a transition period. 

Cost of capital impacts should be included within the modelling but 

it is not clear if they will be at present

When locational wholesale pricing is implemented is not stated. 

Given the magnitude of this change, it is unlikely any changes will 

come in before 2027. This is important given that constraint costs in the 

scenarios tested peak earlier than this.

Therefore, an overnight implementation should not be assumed (as 

was assumed in FTI’s work for Octopus/ESC) as this would likely 

overstate the benefits.

In addition to including implementation costs within the assessment, 

other impacts of implementation need to be considered such as 

delayed investment due to a transition period. A change of this 

magnitude to the system would take years to implement likely resulting 

in delayed investment and build of new capacity. This should be factored 

into the assessment.



Summary of modelling process

Limitations in the current modelling process mean modifications to 
approach and assumptions are required to give balanced assessment

Dispatch 

modelling

Assumptions 

& background 

scenarios

CBA
Capacity build 

modelling

• Should be 

conducted on a 

system cost basis 

(not consumer cost 

basis)

• Other potential costs 

and how this affects 

meeting emissions 

targets and energy 

security, such as 

delayed investment 

over transition 

period, should be 

included

Counterfactual 

vs LMP

• Capacity in 

counterfactual 

should be optimally 

located against its 

investment signals

• Alternative changes 

to current market 

arrangements 

(improvements in 

TNUoS) should be 

tested in 

counterfactual

• Scenarios should 

test alternative (e.g. 

faster) deployment 

of network 

deployment & vary 

this between 

scenarios

• FES 2021 scenarios 

are limited in scope, 

e.g. very similar 

demand

• Wider range of 

scenarios should be 

modelled as part of 

primary assessment, 

not just as 

sensitivities

• FES 2021 scenarios 

are out of date (not 

consistent with 

BESS)

• More transparency 

required on 

assumptions used

• Stochastic modelling 

should be 

implemented to 

capture range of 

outcomes

• Geospatial 

modelling should be 

implemented to 

ensure benefits of 

geographic diversity 

is captured

• Should not assume 

perfect foresight 

between build 

decisions and  

assumed outturn –

simulate range of 

outcomes to capture 

range in benefits, 

including potential 

asymmetry

• Total capacity should 

vary across all 

technologies

• Capture differences in 

costs & load factors of 

different locations

• Cost of capital changes 

should be included as 

part of location 

optimisation

• Other constraints on 

build should be 

included

• Transparency on 

drivers of re-location 

will be important

• Should avoid using a 

single deterministic 

view of outcomes in 

determining investment 

decisions

• Scenarios should test alternative (e.g. 

faster) deployment of network investment & 

vary this between scenarios

• More transparency needed on demand 

assumptions, particularly demand locations. 

• Assumptions should capture differences in 

technology costs & load factors of different 

locations.

• Scenarios should test the impact of 

alternative capacity mixes.

• Other constraints on build should be 

included.

• FES 2021 scenarios are limited in range of 

outcomes, e.g. very similar demand.

• FES 2021 scenarios are out of date (not 

consistent with BESS).

• Capacity in national pricing counterfactual should be 

optimally located against current (or improved version of 

current) investment signals, not just taken from FES.

• Modelling should avoid using a single deterministic view 

of outcomes in evaluating investment decisions.

• Modelling should not assume perfect foresight between 

build decisions and  assumed outturn. A range of 

outcomes should be simulated to capture range in 

benefits, including potential asymmetries in outcomes.

• Stochastic modelling, with variations in inputs such as 

weather, commodity prices and outages, should be 

implemented to capture range of outcomes. 

• Geospatial modelling should be implemented to ensure 

benefits of geographic diversity, particularly for wind, is 

captured.

• Impacts on levels of scarcity pricing from be assessed.

• Transparency on how plant 

location decisions are made within 

the model and how conclusions 

are made from the model results 

is needed.

• The results from the various 

scenarios need to reflect the 

significant uncertainties within the 

GB market.

Cost Benefit Analysis

• CBA should be conducted on a 

system cost basis (not consumer 

cost basis).

• A breakdown of benefits, 

particularly the impacts of demand 

portability, should be provided for 

stakeholders to interpret results.

• Other potential costs and how this 

affects meeting emissions targets 

and energy security, such as 

delayed investment over transition 

period, should be included.



5
The national pricing counterfactual should include changes to the TNUoS regime and plant locations should be 

optimised for that regime in order to avoid overstating the benefits of nodal pricing.
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Key Recommendations

Changes should be made to modelling approach and assumptions to 
provide a robust assessment of locational wholesale pricing

1
The assessment is too limited in scope. To fully assess the benefits of introducing locational wholesale pricing, 

alternative changes to market arrangements should also be tested.

2
The assessment should be conducted on a system cost, not just consumer cost, basis supported by analysis 

of distributional impacts in line with government appraisal guidance.

3
Given the significant uncertainties involved in the GB energy market over the coming decades, the 

assessment needs to have a much greater regard to how uncertainty will affect the modelling and results.

4
More transparency and detail is required on many elements of the modelling approach and assumptions, such 

as approach to setting plant locations, demand assumptions, implementation date and CfD impacts.

6
Where plants are located should reflect real life decisions made by plants as closely as possible. They should not 

have perfect foresight of prices but should include other factors that influence decisions on location.

7
Some of the potential impacts of transitioning to a locational pricing system, such as impacts on cost of capital 

and delayed investment due to a transition period, are not included or the approach is unclear.

8
FES 2021 scenarios are out of date and are limited in their range of outcomes. Further scenarios should be 

tested as part of the main assessment to capture a wider range of possible future outcomes.

9
Scenarios should test faster transmission build than assumed under NOA. A range of capacity differences between 

nodal & non-nodal models should be used to test whether reduced transmission investment may be a benefit.



Lane Clark & Peacock LLP is a limited liability partnership registered in England and Wales with registered number OC301436. LCP is a registered trademark in the UK (Regd. TM No 2315442) and in the EU (Regd. TM No 

002935583). All partners are members of Lane Clark & Peacock LLP. A list of members’ names is available for inspection at 95 Wigmore Street, London W1U 1DQ, the firm’s principal place of business and registered office. 

Lane Clark & Peacock LLP is authorised and regulated by the Financial Conduct Authority and is licensed by the Institute and Faculty of Actuaries for a range of investment business activities. Locations in London, 

Winchester and Ireland.  © Lane Clark & Peacock LLP 2022

https://www.lcp.uk.com/emails-important-information/ contains important information about this communication from LCP, including limitations as to its use. 25

https://www.lcp.uk.com/emails-important-information/

